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Capital Requirements of 

New Manufacturing Firms 

X HE RAPID growth in the business population through 
inid-1948 and its relative stabflity thereafter was a signifi
cant factor in the postwar trend in investment. The pur
pose of this article is to provide a quantitative measure of 
the contribution to over-all investment by new manufacturers 
in the 1946-48 period and the manner in which such invest
ment was financed. In addition, data are presented on the 
industrial differences in average and aggregate capital re
quirements of new manufacturing firms. As discussed at 
length in the technical notes, the results are based upon the 
reports of about 1,100 new manufacturingtfrms which fur
nished information for the years 1946 through 1948. This 
article supplements a simflar analysis for new trade firms in 
the December 1948 SURVEY. 

These two studies go a long way toward providing an ap
praisal of the effects of changes in the postwar business popu
lation upon the total volume of investment in fixed assets 
and inventories. Whfle other industries remain uncovered— 
notably services and construction—new manufacturing and 
trade firms combined probably account for more than 90 
percent of the inventories and 60 percent of the plant and 
equipment investment of all new nonagricultural firms. 

Summary 

Of the estimated $2 bfllion total of initial capital require
ments by new manufacturers during the 1946-48 period, 
$800 mfllion was expended on new plant and equipment, 
$300 miUion on inventories, $500 million in additional work
ing capital, and $400 mfllion on used plant and equipment. 
The expenditures for new plant and equipment and for 
inventories were each about 4 percent of the simflar invest
ment by aU manufacturing firms. For aU nonagricultural 
business combined, it is fm-ther estimated that the direct 
initial contribution to aggregate investment by new firms 
in this period amounted to about 10 percent in new plant 
and equipment and 15 percent in inventories. 

About $1.2 bfllion of the capital requirements of new 
manufacturers was financed out of the entrepreneurs' accu
mulated personal savings. An additional $300 mfllion was 
supplied by parent companies' loans and equity investment, 
and loans by relatives, partners, officers, and du-ectors. 
Advances by banks, merchandise and equipment suppliers, 
and government agencies accounted for over $450 mfllion 
of the initial funds—banks alone accounted for over $250 
mflhon, merchandise suppliers for $50 mfllion, and equipment 
suppliers for $150 miUion. The remaining investment funds 
came from the sales of more than $50 million of new stock 
and $10 mfllion of bond issues. 

This distribution of the major sources of funds was quite 
similar to that found among new trade firms. For both in
dustry groups, equity financing, including the personal saving 
of entrepreneurs, constituted about two-thirds of the total 
sources of funds for new fu-ms. 

NOTE.—MR. BRIDGK AND MISS HOLMES ARE MEMBERS OF THE 
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The capital markets were of little importance as a source 
of funds for new firms. Combining new manufacturing and 
trade concerns, about $100 million was raised from public 
issues during this 3-year period. Bank loans—constituting 
over 13 percent of the total sources of funds for new manu
facturing and trade firms—were more important, amounting 
to more than $1.0 biUion for the two groups combined. While 
new trade and manufacturing firms accounted for over 10 
percent of the total change in outstanding bank loans during 
this period, public issues for these new firms represented less 
than 1 percent of total net new issues. 

Aggregate and Average Investment 

The establishment of 166,000 manufacturing firms in the 3 
years 1946 through 1948 resulted in an estimated initial 
capital investment of approximately $2 biUion.̂  The lumber 
and timber basic products industry accounted for almost 25 
percent of this investment and nearly 45 percent of the total 
number of new manufacturing concerns. This group in
cluded over three-fifths of all firms without any employees—• 
and, as a result, had the lowest average investment of any 
major industry. 

The textiles industry with less than 2 percent of the total 
new entrants accounted for 6 percent of the aggregate invest
ment as a result of its high average requirements. New 
manufacturers in the food, apparel, metals, machinery and 
stone, clay and glass industries accounted for from 6 to 9 
percent each of the over-all investment. The lowest aggre
gate investment—and the lowest number of new firms— 
were in the rubber and petroleum products industries. 

As compared with manufacturing, the initial capital 
requirements of new wholesale and retail trade firms tn the 3 
years 1945-47, as indicated in the previous survey, amounted 
to $1.5 billion and $5 biUion, respectively. (See chart 1.)̂  
The average initial investment of manufacturing fu-ms, in
clusive of no-employee firms, is estimated at $12,000 as 
compared to $22,000 and $9,500, respectively, in wholesale 
and retafl trade. 

The average initial investment of new lumber firms was 
only slightly over $6,000, compared to an average investment 
by new non-lumber manufacturers of $16,500. Lumber and 
apparel were the only industries with investment below the 
average for all manufacturing. The largest average invest
ment, $43,000 and $22,000, respectively, was found in the 
textfles and food processing industries.' 

' This ligure Is bosed on oppropriotely weighted sample data plus o rough estlmote of tho 
investment of new monufacturers without ony employees. This estimate is moro fully dis
cussed in tho teehnleol notes. 

1 These estimates have been slightly revised since publication In tbo December 1048 SURVEY 
OF OuKRENT BUSINESS duo to 0 rcvIslon ot tho population stotlstles (see "Revised Estimates 
of the Business Population, 1929-48," SURVEY, Juno 1949). It will bo ossumed In this article 
that no odjustment is necessary tor the dillerences in timing in tho two studies. 1940 and 
1947—the 2 years common to both surveys—occountod for moro than 70 percent In trade, and 
75 percent in manufacturing, of oil entrants in these fields during tho respective survey periods. 
While fixed assets and other costs were considerably higher In 1948 than in 1945, tho number 
of now monufocturing firms established In 1948 wos one-fifth lower thon in tho earlier year. 

' On 0 more detailed Industry breakdown, some Industries—e. g., automobile manufoo
turlng—would show a higher average investment than the groups indicated above. 
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Charts 2 and 3 show the average investment of new firms 
for the major manufacturing industries and by sales-size 
within these industries. In view of the low average invest
ment for the universe of new lumber firms, it is interesting to 
note that, when firms with no employees are eliminated, the 
average investment in this field is higher than the average for 
all manufacturing industries. The average investment in 
apparel was lower, and in food and textfles higher, than the 
all-industry average for a given sales-size. The latter results 
are consistent with the over-all figures inclusive of firms with
out employees. 

As poiated out in the previous article on trade firms, the 
avaflabflity of capital and the price level in the postwar 
period had a considerable influence on both aggregate invest
ment or scale of operations of these firms and the distribution 
of that investment among uses as well as sources. It is also 
quite possible that the average experience differs from the 
optimum capital requirements of these firms. 

Chart 1.—Manufacturing and Trade Firms Starting 
Operations in the Postwar Period: Sources and Uses 
of Initial Investment ^ 
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' Sec te.\t footnotes 1 and 2, pogo 11. 
' Includes bonds and o smoll amount of nonbank mortgoge loans. 
' Includes renovation, land, and a small amount of doplotoblc resources. 
Sourco of dato: U. S. Department ot Oommorce, Ofllce of Business Economics, 

Limitations of the sample data 
Thus far, this article has presented universe estimates 

based on the sample data. The size of the sample, however, 
does not permit the derivation of all of the universe estimates 
necessary for comprehensive examination of the character
istics of new manufactm-ing firms. In the foUo^ving detailed 
analyses of the sm-vey results, the imadjusted sample data 
wfll be used whenever there is stratification by size and legal 
status. This stratification adjusts for the inadequate rep
resentation of firms no longer in business, and for other dis
proportions of the sample. Where such stratification is not 

shown, the sample data have been weighted by size and legal 
form of organization. 

The shortcomings of the data and some measures of their 
sampling variabflity are fully discussed in the teclmical notes. 
It may be noted here that the major limitation in the sample 
arises from the absence of firms with no employees, though 
an adjustment for this group has been made in arriving at the 
universe estimates. In general, the errors of estimation 
associated with the sample data are relatively smaU. How
ever, in tables 1 and 6 where doUar figures by size and in
dustry are given; the large number of ceUs results in rather 
sizable sampling variabinty in some instances so that the 
data should be used as orders of magnitude rather than 
precise measures. 

It should be noted that the investment-size classification 
is based on initial investment without regard to either year 
of entry or subsequent changes in assets. The sales-size 
tabulation is based on 1948 sales without any allowance for 
either the year of entry or the differential growth in sales 
during the 1946-48 period. The classification of firms 
operating from 6 to 11 months in 1948 was based on the 
annual rate of their partial year sales in 1948. Firms oper
ating less than 6 months in 1948 were eliminated from this 
tabulation. ^ 

Another factor meriting mention here relates to the timing 
of the data submitted by the sample firms. The reporting 
firms could be divided into three clearly defined groups. 
The first group, consisting of 92 percent of the sample, re
ported their investment essentially at the time they started 
production. 

The second group reported their assets and liabilities on 
the last day of their first calendar or fiscal year in business. 
These companies (about 3 percent of the sample) reported 
small amounts of trade receivables and net profits or losses. 
The initial investment of these firms was adjusted by either 
reducing (or increasing) their investment by the amount of 
net profits (or losses) reported. 

The last group (about 5 percent) reported their investment 
some time before their start of production. These companies 
typically report their entire investment as current assets 
(other than inventories) and, on the sources side, as equity 
capital. Since many firms in this group were stfll exploring 
credit lines, there was some understatement in the amount 
of reported investment. The reports of these firms were 
eliminated from the sample tabulations. 

Sources of Capital Supply 

About 59 percent of the capital requirements of all new 
manufacturers was met by the equity capitaV investment of 
the entrepreneurs themselves. Aiiother 7 percent was also 
equity capital coming from parent companies and the capital 
markets—mainly the former. The remaining 34 percent 
was debt financing, with the banlis supplying 13 percent 
(mostly mortgage loans), merchandise and equipment sup
plies 9 percent, and bond sales less than 1 percent. Loans 
by individuals, parent companies, and governmental agencies 
accounted for 11 percent. 

The distribution of the sources of capital supply of new 
manufacturing establishments differed according to size of 
fu-m, legal status, industry and, within fii-ms, by the uses of 
invested capital. The most significant divergencies are 
noted when comparison is made, in terms of sales-size and 
investment-size (tables 2 and 3). 

As the firm-size increased., the relative investment in total 
equity capital among both corporate and noncorporate firms 
declined and total debt financing increased. However, 
%vithin corporate equity capital, the relative importance of 
stock subscriptions by parent companies and by the general 
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pubUc varied directly with size of firm, while those by 
ofiicers and directors varied inversely.* Simflarly, within 
debt financing, whfle merchandise credit, industrial banlc 
loans, and mortgages on business properties increased with 
firm-size, there was a tendency for nonbanl;:, nonsupplier 
credit to decrease. The latter tendency was due to the 
influence of loans from friends and relatives—an important 
source of funds for the smaUer concerns. 

When the sample data were examined by legal status, it 
was found that the equity in new corporate firms was 
somewhat larger than in new unincorporated concerns -vvithin 
comparable size groups due to the greater availability to 
corporations of parent company and general public equity 
funds (see chart 4). Within comparable—and especially in 
the larger—sales-size groups, personal savings of noncor
porate entrepreneurs were a higher proportion of initial 
investment than were stock subscriptions of officers and 
dii-ectors in corporations. 

Chart 2.—Manufacturing Firms Starting Operations in 
the 1946-48 Period: Average Initial Investment, by 
Industry ' 
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' Sec text footnote 1, page 11. 
' Closslflcotlon cYCiudes machinery ond transportation equipment. 
Source of data: U. S. Department ot Commerce, Ofllce of Business Economics. 

The methods of financing new firms are also associated 
with, and in some cases dependent upon, the distribution 
of these funds into the various types of assets. For example, 
the entrepreneur purchasing a plant has access to either a 
mortgage loan or an industrial loan, secured by his plant. 
The volume of credit avaflable from suppliers of merchandise 
and equipment is, of com-se, related to the size of inventory 
and equipment investment. Bank credit is also obtained 
on equipment and inventories—although these types of col
lateral are not so important as plant. 

* It should be noted that. In this orticlo, stock subscriptions by tho general public refer to 
stock subscribed by other than the ofllcers, directors, nnd parent or omlloted companies of o 
now flrm—and not necessarily to widely distributed public oUcrlngs. There wos only ono 

• sizable public issue registered with the Securities ond Exchange Commission which wos in 
Hie scope of this survey. This Issue by on automobile company accounted for over ono-
'oui'thi of tho estimoted stock sales to the generol publio. 

Sources by industries 
In general, the industrial differences in the distribution of 

the sources of investment funds among new manufacturing 
firms were found to be related to variations in fixed assets 
and inventory requirements, and, to a lesser extent, to aver
age investment. This can be seen by referring to the data 
in table 4. For example, apparel manufacturers with rel
atively low plant and inventory investment received pro
portionately less industrial and mortgage bank loans and 
less merchandise supplier credit than did most other indus
tries. They purchased moderately less equipment and 
received moderately less equipment credit than did the aver
age new manufacturing firm. And, as might be expected 
on the basis of their low average investment, apparel manu
facturers relied relatively more heavfly on equity capital 
(including personal savings) than did most other industries. 

Sources of funds of new and established 
corporations 

Although balance sheet data are not available for all non
corporate manufacturers, comparison can be made between 
the liabilities of new manufacturing corporations and those 
of existing corporations. The relative initial equity among 
new firms was found to be considerably greater than among 
small concerns which have been operating for a period of 
years and which are most directly comparable in size to new 
firms. 

The initial short-term liabilities of new raanufacturing 
corporations were much lower, and long-term liabilities were 
about the same, as were the corresponding proportions 
among small existing concerns. In long-term liabilities, the 
considerably smaller proportion of bonded debt of new fii-ms 
was offset by the relatively larger mortgage debt. 

Flow of saving into investment 
It is estimated that all manufacturers starting operations 

in the 3 years 1946 through 1948 transferred more than 
$1.2 billion of their accumulated personal savings into assets 
of their businesses. Approximately $550 million of this 
investment was channeled into new corporations in the form 
of stock subscriptions by officers and directors. The re
mainder represented the personal savings of noncorporate 
entrepreneurs. 

Thus, \vith the over $4.4 biUion of personal savings invested 
in new trade firms, about $5.6 billion of the $8.5 billion 
total capital requirements of new manufacturing and trade 
firms in the 3 postwar years was met by the past savings of 
the entrepreneurs themselves. Additional stock subscrip
tions by parent or affiliated companies and the general public 
brought the total equity capital initially invested to about 
$5.8 biUion. Of this amount, $4.8 billion went into noncor
porate enterprises and $1.0 billion into corporate concerns. 
In addition, these new firms provided direct investment out
lets for other individuals' savings—mostly in the form of 
personal loans and, to a much lesser extent, in new issues of 
bonds. 

Based on the sample, 47 percent of both corporate and non
corporate new manufacturing firms was financed entirely 
through personal savings or thi-ough capital stock subscrip
tions of officers and directors.^ An additional 48 percent 
supplemented personal savings with debt financing. Of the 
remaining 5 percent, 2 percent (almost 4 percent of the cor
porate sample) financed •entirely through parent company 
stock investment, almost 3 percent (6 percent of the non-

< since the use ot personol savings has been found to vary Inversely with size of firm, the eic-
clusion of firms with no employees from tho .somple results In on understatement of the propor
tion of flrms flnonclng entirely througli personal savings. 

file:///vith
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corporate sample) entirely through debt financing and less 
than one-half of one percent entirely through stock sales to 
the general public. 

Cha r t 3.—Manufacturing F i rms Star t ing Operations in 
t h e 1946-48 Period: Average Init ial Investment , by 
Indust ry , Grouped According to Sales in 1948 ' 
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1 The data represented by this chort should be used to indlcoto orders of mognltudo rather 
thon precise meosures ot averoge investment. See olso footnote 1, table 1, ond "Technical 
Notes" section in the text. 

' Clossiflcotlon excludes machinery and transportotlon equipment. 
Source of dnta: U. S. Deportment of Commerce, Offlco ot Business Economics. 

Bank credit as source of funds 
Bank credit was the most important form of debt financ

ing utilized by new manufacturers in the 1946—48 period. 
This result is simflar to that found in the survey of new trade 
firms. Of the more than $250 miUion of banli credit to new 
manufacturers, 37 percent was mortgage loans on business 
properties, 20 percent was mortgage loans on other properties 
and the remaining 43 percent was in the form of nonmortgage 
industrial loans. 

For sample fu-ms only, about one out of every five reported 
receiving banlt credit totaling 35 percent of their combined 
initial capital requirements and 15 percent of the require
ments of all sample firms. In general, bank credit was 
utilized to a greater extent proportionately by firms with a 
larger investment in fixed assets, by the larger concerns and, 
for a given size of company, by noncorporate firms for which 
such credit was more readily avaflable as a resiflt of their 
unlimited liabflity. New firms o^vning their plants, account
ing for 21 percent of the concerns,in the sample, received 75 
percent of afl banlc credit. 

When examined by type of banlc loan, it is found that non-
mortgage loans and mortgage loans on business properties 
tended to assume greater relative importance as firm size 
increased, whfle the relative importance of mortgage loans 

on nonbusiness properties varied inversely with size. The 
latter result was probably due to the greater use of mortgage 
loans on residences by the smaller entrepreneurs. 

Supplier credit and capital requirements 
Suppliers of merchandise and equipment to new manufac

turing firms advanced almost $200 million of the latters' 
initial capital requu-ements. Almost three-fourths of this 
credit was on the purchase of equipment. Whfle this was 
partly a reflection of the greater investment by new firms in 
equipment than in inventories, it may also be evidence that 
supplier credit was relatively easier on equipment pm-chases 
than on merchandise purchases. For all new firms, mer
chandise credit was 18 percent of inventory investment whfle 
equipment credit was 24 percent of new equipment outlays. 
I t should be noted tha t small existing firms also utflize 
equipment to a greater extent than inventories as collateral 
on banlc loans." 

The sample returns pointed to clear relationships between 
merchandise credit and inventory investment and between 
equipment credit and equipment purchases. In general, the 
data indicated that the relative proportions of both equip
ment and equipment credit to total investment varied in
versely with size, while the proportions of both inventories 
and merchandise credit varied directly with size. However, 
there was a tendency for the ratios of credit to purchases of 
both equipment and merchandise to increase with firm-size— 
probably reflecting the better credit standing of the larger 
firms. 

Other sources of funds 
Almost $250 million of the initial credit needs of new manu

facturers was supplied by nonbank and nonsupplier sources. 
Among the sample's corporate firms about 25 percent was 
supplied by officers and directors, 18 percent by parent 
companies, 16 percent by stockholders of undesignated type, 
5 percent by government agencies (mainly Reconstruction 
Finance Corporation and the War Assets Administration), 
6 percent by nonbank mortgages, 6 percent by personal loans 
(other than those stipulated above), and 25 percent by 
unspecified lenders. 

Among the sample's noncorporate firms, personal loans 
accounted for 49 percent of "other" sources, Government 
loans for 21 percent, nonbanlc mortgage loans 3 percent, 
partners ' loans 3 percent, and unspecined lenders 24 percent. 

In general, these sources of funds, as a whole, are found to 
account for a decreasing proportion of total requirements as 
sales-size increases. They also were relatively larger among 
corporate firms than among noncorporate concerns due to the 
large volume of parent-company advances. Among the 
smallest sales-size group, however, these sources of funds are 
proportionately larger among noncorporate firms due to a 
high concentration of personal loans from friends and 
relatives. 

T h e Dispos i t ion of I n v e s t m e n t F u n d s 

Manufacturing firms entering the business population in 
the 1946-48 period invested somewhat over 60 percent of 
their total capital in fixed assets, almost 15 percent in inven
tories, whfle the remaining one-fom'th was kept for other 
working capital needs. 

The relative proportion invested in fixed assets is some
what larger, and in inventories somewhat lower, than the 

• For Arms with assets under $50,000, according to o Federal Reserve Bonk loon survey, 
tho voluo of outstonding loons on November 20, 1040, scoured by equipment were about 
three times those secured by inventories. For oil flrms, however, tho latter typo of loan is 
more important than the former type. 
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Chart 4.—Corporate and Noncorporate Manufacturing Firms Starting Operations in the 1946-48 Period; Percentage 
Distribution of Sources and Uses of Initial Investment, by Legal Status, Grouped According to Sales in 1948 ^ 
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1 See footnote 1, table 2. 
) Includes bonds and a small amount of nonbank mortgage loans. 

3 Includes renovation, land, ond a small amount ot dopietable resources. 

Source ot doto: U. S. Deportment of Commerce, Ofl3co ot Business Economics. 

corresponding investments of either new trade firms or large 
and small established manufacturing firms. This is due in 
part to the fact that whfle a new manufacturer initially 
obtains the necessary plant and equipment consistent with 
the expected volume of operations in his early stage of 
development, his purchase of inventories can frequently be 
delayed untfl he receives his orders. 

When examiued in terms of size of firm, the sample indi
cated that the larger new manufacturing firms tended to 
invest relatively more heavfly in cm-rent assets than did the 
smaUer fu-ms. 

Plant and equipment outlays 
It is estimated that $1.2 billion was expended for fixed 

assets by new manufactm-ers in the 1946-48 period. Almost 
$600 million was for new equipment, about $200 mfllion for 
the new plant and over $25 miflion for renovation of rented 
plant. Used equipment and used plant outlays were some
what less than $300 mfllion and $100 million, respectively, 
while land pm-chases amounted to almost $50 million. 

The expenditures for new plant and equipment by new 
manufacturers were about 4 percent of the total expenditures 
of all manufacturers in this period. In trade—a field where 
there is considerably less concentration of large fu-ms— 
new fu-ms made about one-thu-d of the fixed asset investment 
of aU trade firms. 

Utilizing the findings in the new trade firm survey, and 
making rough allowance for uncovered industries, it is 
estimated that all new fu-ms in the postwar period through 
1948 accounted for about 10 percent of the new plant and 
equipment expenditures by all nonfarm business—both old 
and new. It should be borne in mind that few new firms 
enter the raih-oad and pubhc utflity fields which in the 

1946-48 period accounted for close to 30 percent of the 
nonfarm business investment in plant and equipment. 

This estimate of the contribution of new fu-ms measures 
only the immediate and du-ect investment of these firms. 
No aflowance is made for either capital outlays for plant 
and equipment by other groups for rental to new firms, or 
for the replacement of used plant and equipment sold to 
new firms. In addition, data coUected in this survey (which 
will be presented more fully in a subsequent article on the 
operating experience of new manufacturers) indicate that 
the capital goods investment of successful new fu-ms grew 
quite rapidly in thcu- fu-st 2 years of operation. 

It should be borne in mind, however, that the postwar 
business popiflation experienced its greatest growth in 1946, 
grew moderately in 1947 and early 1948 and has been 
relatively stable since mid-1948. Thus the contribution of 
new firms to business investment has been of dwindling 
importance since 1946. 

An outstanding difference between new trade firms and 
new manufacturing fii-ms was noted in the size and industry 
relationslups between fixed assets and total investment in 
the two groups. In the case of trade firms, there was clear 
evidence that Avithin lines of trade the proportion of plant 
expenditm-es to total investment varied directly, whfle the 
proportion of equipment investment varied inversely, with 
fn-m size. Within manufacturing industries, while such 
tendencies existed, the relative importance of fixed invest
ment more closely corresponded with type of mdustry than 
it did with size. These differences in trade and manufactur
ing arise mainly from the more homogeneous fixed assets 
requu-ements of the various lines of trade as compared to 
the heterogeneous natm-e of the difl'erent fabricating 
processes. 
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In manufacturing industries with high plant expenditures 
relative to total investment, such as food processing, stone, 
clay and glass, and transportation equipment, it was found 
that even the smallest sales-size group had proportionately 
greater plant investment, than did the largest new firms in 
industries like apparel, textiles and machinery. Plant in
vestment by apparel manufacturers was relatively negligible 
even in the largest sales-size group. The relative importance 
of equipment outlays, similarly, was more closely related to 
industry than to size. 

Working capital requirements 
The initial investment in inventories by new manufac

turers in 1946, 1947 and 1948 amounted to $300 mfllion— 
over 4 percent of the net change in inventories of all manu
factm-ing concerns. The proportion of new inventory invest
ment made by new trade firms was about one-third of that 
made by aU trade firms. Making an arbitrary allowance 
for the contribution of new firms outside the trade and manu
facturing fields, it is estimated that aU new nonagricultural 
firms in the period between 1945 and 1948 made about 15 
percent of the total new investment in nonfarm inventories. 

Withia the manufacturing sample, inventories were found 
to be larger relative to total investment among the larger 
firms than among smaller concerns. This was also true 
among new wholesale and retafl trade firms. 

Other working capital, as a proportion of total investment, 
increased with sales-size among the smaller sales-size groups. 
However, the proportion began to decline with size for the 
groups with sales of over $250,000—in large part as a conse
quence of the rapidly increasing relative importance of 
inventories. 

Plant ownership and rental 
Based on the reporting panel (firms with one or more 

employees), the average capital requirements of new manu
facturers occupying then- own plant was about three times 
that of the average new firm renting its plant. The survey 
results were as foUows: 

Corporate: 
Average investment 
Average plant Investment-

Noncorporate: 
Averogo investment 
Averoge plont investment.. 

neuters 

$43, fiOO 

14,800 

Nonrenters 

$140,400 
40,700 

3S,300 
0,000 

As a resiflt of the differential in size of average investment 
and the additional credit facflities arising out of plant owner
ship, there are marked differences in the relative distribution 
of the sources and uses of funds between renters and non-
renters. The latter group finance their investment to a con
siderably greater degree through banlc credit, mortgage loans 
and bonds than do the former group (see table 5). 

Since a large proportion of the nom-enters' initial capital 
goes toward plant pm-chase, then- investment in equipment, 
inventories and other current assets is lower relative to total 
investment than the corresponding investment of renting 
concerns. If plant outlays are removed entirely from the 
distribution of invested funds, it is found that nom-enters 
invest proportionately more in equipment and inventories 
and less in working capital other than inventories. The 
larger relative investment in inventories and lower invest
ment in other working capital needs are primarfly functions 
of the larger average size of the nonrenting group. The 
explanation of the larger proportionate investment in equip
ment, which, as noted previously, generally varies inversely 
with size of firm, is that a large number of plant renters 
were able to also rent fixtures and machinery. 

Surviving and discontinued firms 

The Office of Business Economics is planning a survey of 
the factors resiflting in business faflures. Whfle the present 
survey was not designed to study the distinguishing char
acteristics between surviving and discontinued firms, the 
sample returns make possible a few general observations. 

The outstanding difference was in the average size of in
vestment. The average investment of the unsuccessful 
firms in the sample was about 65 percent of that of the 
sample's surviving firms. Another significant characteristic 
of discontinued firms was then- relatively low initial invest
ment in new plant, even when aflowance is made for then-
smaller average size. 

It is stiU a matter of speculation as to the extent that these 
firms unsuccessfufly sought, or would have been helped by, 
outside financing. Another question arises as to the part 
that plant ownership plays in delaying the abandonment of 
enterprises which are not conspicuously successful. 

Investment turn-over 
The sales per dollar of investment among new manufac

turing concerns, as among new trade firms and established 
manufacturers, was foimd to be greater for smaller firms 
than for larger firms. Comparison by occupancy status 
and industry (table 6) confirms the finding in the trade 
study that investment turn-over tends to decrease as plant 
size increases. 

Within manufacturing industries, the largest volume of 
sales per doUar of investment occurred in industries such as 
apparel and leather products—industries reporting the lowest 
relative plant investment. On the other hand, food, con
struction materials and metals show the smaUest investment 
turn-over and proportionately high plant requirements. 

Differences among industries, as might be expected, appear 
to be closely related to the average ratio of net profits to 
sales. There tends to be an inverse relationship between 
profit margins on sales and investment tm-n-over since, in 
the industries where margins are high, entrepreneurs are 
wflling to invest rnore heavfly relative to sales. I t is obvious, 
of course, that profit margins are affected by, as well as 
affect, investment turn-over. It should also be noted that 
other characteristics of the different industries, including the 
investment size of the average firm, influence their sales per 
doUar of investment. 

Table 1.—^Manufacturers Starting Operations During 1946-48: 
Average Initial Investment by Industry, Grouped According to 
Sales in 1948 > 

[Dollars] 

Industry 

Food ond kindred products 
Textile-mill products 
Apparel and related products 
Lumber and timber boslo products 
Furniture ond finished lumber products. 

Stone, clny ond gloss products . . . 
Metals and metol fabricating' 
Macbinery 
Tronsportotion equipment 
Miscellaneous , 

Soles sizes 

Under 
$50,000 

14,000 
8,400 
6,500 
8,200 
6,200 

10,300 
0,000 

11,500 
11,300 
12,800 

$60,000-
$240,000 

77, 600 
03,100 
10,400 
49, 200 
28,000 

49,400 
38,000 
23,600 
20,800 
20,300 

$260,000 
and over 

238,400 
107,100 

42, BOO 
131,900 
72,200 

104,200 
101,000 

70,700 
234,800 
107,600 

1 Tho flgures in this toblo should bo used to indicoto orders of magnitude, and not precise 
meosures of overogo investment, since some ot the cells ore based dn smoll somples and firms 
with no employees oro omitted. Dota are based on tho inltiol investment ond moke no ollow
once tor subsequent changes in ossot position. The soles sizo classification of firms operating 
less thon 12 months in 1048 was bosed on the onnuol roto of tlieir partial year soles In 1048. 
Firms operating less than 6 months in 1948 were eliminoted. 

3 Metol fobrlcothig industries exclude machinery and transportotlon equipment. 

Source: U. S. Deportment of Commerco, Olllco of Business Economics. 
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Table 2.—Manufacturing Firms Starting Operations in the 1946-48 

Period: Percentage Distribution of Sources and Uses of Initial 
Investment , by Legal Status and 1948 Sales-Size Group ^ 

Itom 

Sources, total 

Personal savings. 

Capitol stock: 
Onicers and directors.. 
Parent company 
General public 

Supplier credit: 
Merchandise.. 
Equipment.— 

Bank loons: 
Nonmortgoges 
Mortgoges: 

On business properties. 
On other properties 

Other sources'. 

Uses, total: 
Plant ' 
Equipment. . 
Invcstorles 
Other current ossets. 

Oorporote 

100 

10 16 

S 

100 

in 

Noncorporate 

S 

100 

06 

100 

01 

4 

0 

m 
13 

100 

02 

100 

58 

16 

10 

15 
31 
31 
23 

1 Data ore bosed on the Initial Investment and moke no ollowonce for subsequent 
changes in osset position. The soles-size clossiflcation ot firms operating less than 12 mouths 
in 1948 was based on tlio annual rale of their partlol year sales in 1948. Tho sample excludes 
firms with no employees. Detail will not necessarily odd to totals because of rounding. 

' Less than 0.6 percent. 
1 Includes bonds and a small amount ot nonbank mortgage loans, 
< Includes renovation, land and a smoll amount ot dopietable resources. 

Sourco: U. S. Department of Commerce, Ofllce ot Business Economics. 

Table 3.—Manufacturing Firms Starting Operations i n the 1946-48 
Period: Percentage Distribution of Sources and Uses of Init ial 
Inves tment , by Legal S ta tus and Init ial Inves tment Size ' 

Item 

Sources, total. 

Personol savings 

Capitol stock: 
Omcers and directors-, 
Parent company 
Oenerol public 

Supplier credit: 
Merchandise., 
Equipment.. . 

Bonk loons: 
Nonmortgoges 
Mortgages: 

On business properties. 
On other properties 

Other 1.. 

Uses, total. 

Plants , 
Equipment 
Inventories 
Other current ossets.. 

Corporate 

100 

2 

1 
(<) 

12 

100 

100 

2 

2 
(<) 
12 

100 

10 
37 
17 
30 

5 
1 

10 

100 

14 
38 
20 
28 

100 

11 
1 

15 

100 

27 
32 
21 
20 

Noncorporate 

100 

08 

2 
2 

13 

100 

11 
68 
g 

22 

100 

Gl 

3 
1 

15 

100 

12 
61 
13 
24 

100 

03 

10 
3 

10 

100 

26 
43 
g 

23 

100 

66 

6 
2 

15 

100 

10 
36 
26 
24 

' Excludes flrms with no employees. Detail will not necessarily add to totals because of 
rounding. 

' Includes small amount of bond soles and nonbank inortgaRes. 
' Includes renovation and loud ond a small amount of depictable resources. 
' Less thon 0.6 percent. 

Sourco: U. S. Department of Commerce, OlDce ot Business Economics. 

Table 4.—Manufacturing Firms Starting Operations in the 1946-48 Period: Percentage Distribution of Sources and Uses of Initial Invest 
m e n t Funds by I n d u s t r y ' 

Item All In
dustries 

Food and 
kindred 
products 

Textile-
mill 

products 

Apporel 
and 

related 
products 

Lumber 
and 

timber 
basic 

products 

Furniture 
ond 

flnlsiicd 
lumber 
products 

Leather 
and 

products 

Stone, 
clay 
and 
gloss 

products 

Metals 
ond 

metol 
fobrl

coting ' 

Machin
ery 

Trans
porta
tion 

equip
ment 

All other 

Sources . 

Personal savings 
Capital stock 
Bond soles 

Supplier credit: 
Merchondlso 
Equipment 

Bonk loons: 
Nonmortgoge 
Mortgage: 

On business properties 
On otlier properties... 

Other sources 

Uses 

Plant: 
Now 
Used 
Renovation 

Equipment: 
N e w . . . 
Used 

Other fixed ossets' 
Inventories 
Other current assets 

100 

24 
42 
1 

11 

100 

g 

100 

100 

12 

(») 

12 

100 

100 

20 
50 
3 

10 

100 

100 100 100 

(») 

(.') 

14 

10 

100 

» 

3 

1 

10 

100 

« 

10 

100 

w 

10 

11 

100 

« « 

10 

100 

100 

(.') 

(.') 

0 

1 

12 

100 

100 

m 
18 
44 

2 
11 

15 

100 

10 
2 
2 

29 
11 

1 
16 
30 

' Excludes flrms with no employees. Detoil will not necessarily odd to totols becouso of rounding. 
' Excludes mochlnery ond transportation equipment. 
' Less than 0.5 percent. 
* Includes land ond a small amount of depletoblo resources. 

Source: U. S. Deportment ot Commerce, Offlco ot Business Economics. 

879C43—51 
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Table 5.—Manufacturing Firms Start ing Operations in the 1946-48 
Period: Percentage Distribution of Sources and Uses of Initial 
Inves tment Funds by Occupancy a n d Legal S ta tus ' 

Itom 

Sources, total 

Personol sovlngs 

Capitol stock: 
Ofllcers ond directors. 
Parent company 
General public 

Supplier credit: 
Merchondise 
Equipment 

Bonk loons; 
Nonmortgoges 
Mortgages 

Other sources > 

Uses, totol 

Plant 
Eenovotlon 
Other fixed assets' 
Equipment 
Inventory 
Other eurrcnt ossets.. . 

Occupancy ond legol status 

Corporate 

Renting 
concerns 

12 

Nonrenting 
concerns 

100 

Nonoorporato 

Renting 
concerns 

100 

60 

100 

0 
2 
1 

47 
20 
23 

Nonrenting 
concerns 

100 

00 

9 

11 

12 

100 
27 
1 
4 

35 
9 

24 

• Excludes flrms with no employees. Detail will not necessarily add to totals because of 
rounding. 

2 Includes small amount of bond sales and nonbank mortgages. 
8 Includes land and a small amount ot dopietable resources. 

Source: U. S. Department ot Oommerco, OlDce of Business Economics. 

TECHNICAL NOTES 
The present study on new manufacturing firms, like the previous one covering trade, is 

based on replies to a questionnaire by a somple of companies drawn from tho records of tho 
Bureau of Old Age ond Survivors Insurance, Federal Security Agency. The somple was 
selected from the list of manufneturing companies registering with the BOASI which started 
a new busine.ss during the jierlod 1040-48. It thus excludes manufooturlng flrms without 
employees, which generolly hovo no occoslon to report to BOASI. Estlmotes for this lost 
group were, however, included in the total investment and flnonclng flgures. 

Questlonnolres were moiled to oil monufoc turhig flrmslisted as hoving 20 or moro employees, 
and to a 6 percent sample of those with fewer thon 20 employees. Roughly holt ot the returns 
In the first moiling were reported out of business, or for other reasons not ot tho address given. 
Sample tests ogainst BOASI records have shomi that practically oil Drmsnot located by tho 
Post Ofllce hove ceased current reports to BOASI and moy ho presumed to be out ot business. 

From tho com ponies for which no returns woro received in the original moHIng, o 20 percent 
sample wos drown for follow-up by registered mall ond by personol contoct through the field 
ofllees ot the Department ot Commerco. The group used tor tho field follow-up consisted 
ot tho flrms geogrophlcoliy accessible to the field ollices. Returns were obtolned from about 
40 porcent of the moll follow-ups, and from 75 percent of tho companies contacted in tlie field. 

On the basis of the moll and field returns, it wos estimoted that almost 60 percent of the 
companies In the original imiverse were no longer in business, a figure which checks 
closely with tho independently derived business population estimates of the OBE. A 
small proportion of firms were found to be out of scope, because they either were not in manu
facturing or started in business before 1046. Of those in scope ond still In business, about 30 
percent submitted reports. In addition, enough returns were elicited from fkms no longer in 
Dusiness to provide a bosis for making estlmotes for this group. 

Sources of error 
Bl tho study of new trade flrms, three sources of error in addition to tho usual sampling 

variability were cited. The first of these was due to the Inability to obtain replies from all 
companies in tho sample, since those willing and able to respond might difler significantly 
with regard to their investment charocterlstics from t h e e wno did not reply. The second 
source, related to the first, was tho inadequate coverage ot firms no longer in business at the 
time ot the survey. Finolly, the sample represented only firms registered with tho BOASI 
and included few it any companies with no employees. 

The present study was planned so as to reduce or eliminate the first two types of error. 
While it was not feasible to obtain a sample of zero-employee flrms, tho smaller importonce 
of this group in monutocturlng as compored with trode mokes this third source of variation ot 
less account. Consequently, the estimates for manufacturing given in this article have a 
smaller marghi of error than those tor trade enterprises. 

Table 6.—Manufacturing Firms Starting Operations in the 1946-48 
Period: 1948 Sales Per Dollar of Init ial Inves tment Funds , by 
Industry, Init ial Inves tment Size and Type of Occupancy * 

[Dollars) 

Industry 

All induslrlea.. 

Leather ond leother products 
Apporel ond related produots 
Furniture ond finished lumber 

products 
Textile-mill produots 
Machinery 
Miscellaneous 

Transportation equipment 
Lumber and timber basic products 
Stone, cloy and gloss products 
Motols and metal fabricating 
Food and kindred products 

All flrms 

Total Small ' Largo' 

S.3 

12.4 
9.9 

0.3 
0.1 
6.6 
4.7 

4.6 
4.6 
4.2 
4.0 
3.1 

13.6 

13.2 
18.0 

7.0 
16.8 
9.4 

15.2 

9.0 
8.0 
4.4 

17.7 
8.8 

6.0 

12.3 
9.0 

6.2 
6.9 
5.2 
4.5 

4.5 
4.4 
4.2 
3.6 
2.9 

Renting firms 

Total Small' Large' 

7.2 

12.2 
10.0 

6.3 
6.4 
6.3 
6.9 

14.8 
4.0 
7.4 
6.0 
4.3 

14.9 

13.2 
18.9 

11.6 
16.7 
9.6 

16.8 

12.2 
9.0 
7.2 

18.8 
7.2 

6.8 

12.1 
9.7 

6.1 
6.2 
6.0 
6.6 

15.0 
4.4 
7.4 
4.2 
4.2 

' Excludes flrms with no employees. 
' Small firms aro thoso with Initial investment ot under $10,000; large flrms aro those with 

initial investment of $10,000 and over. 

Source: U. 8. Department of Commerce, Ofllce of Business Economies. 

Apart from tho estimates for all manufacturing in charts 1 and 2, no adjustment was made 
for the zero-employee flrms. It should olso be noted that tho tables whicli show tho propor
tions of initial investment coming from various sources or applied to various uses aro based 
ou unweighted sample compilations when grouped by sizo and legal status. This procedure 
is valid because it was found thot when tho returns wore grouped by legol status and size of 
initial investment, no signlflennt dllTercnces existed between flrms in business and thoso no 
longer in existence, or between those replying to tho initial mailing ond thoso contacted in 
the follow-up. 

Without tills grouping, it wos found that corporations woro disproportlonotely represented 
among tho inltiol response ond among flrms still in business. Also, both corporations and 
unincorporated businesses showed higher average inltiol Investment in tho initial response as 
compared with the follow-up, ond for flrms still in operation as compared with thoso which 
hod left tho business population. 

The estimates of average Investment by industry group and sales size presented in tablo 1 
aro averages of the sample returns without adjustment for bias due to nonresponso or for 
disproportionoto representation of flrms still in business. Thus the flgures In this table should 
bo used OS on Indlcotlon of orders ot mognltudo oppllcoblo to flrms other than the zero-
araployeo group, rather thon os precise measures of average investment. 

Coefllclents ot variation for a number otthe estimates were computed to indicate the degree 
of varloblli ty due to sompling In these flgures. The relotlvo sampling error in two out of three 
random samples does not exceed In absolute value the percontogo given by this coefQeient; 
19 times in 20 it is less than twice this percentage. 

The coeflicient of variation for tho linear imbiosed estimate of total investment was 7 per
cent. The coefllclont for the percentage ot total investment of new corporations represented 
by equity copltol was 6 percent, while the corresponding figure tor noncorporate businesses 
and personol saving was 7 porcent. The equity and personol saving proportions woro soloctod 
for tne computotions because the sample Indicoted thot tho underlying dbtrlbutions were 
U-shaped; the coefllclents ot variation for other over-all proportions estimated sliould bo 
substantially smaller in most coses. 

The coelflcionts ot variation applicoblo to tho various Industry and size groups are larger 
thon those for the totol flgures; since the sampling error Increases as the number in the sample 
is reduced. An indication of tho eflcet of sample size on vorlahllity Is given by the cooflJclent 
ot variation which was computed for the percentoge of total Investment in the form ot equity 
for food corporations ot the middle soles size group. In this sub-group, tho sample contained 
12 flrms, and tho coeflicient for the estimated proportion wos nearly 12 percent, compared 
with 6 percent for all corporations. Only in the Industry-soles size break-down were there any 
cells with comparably small samples. 

The estimates were carried out in two ways. A "lineor unblosed" estimate for the sampled 
universe, together with on adjustment for the group ot zcro-employeo flrms, yielded a figure 
ot $1.8 billion for total Investment ot now manufacturing flrms during the period 1040 to 1048. 
A biased estimate with smaller sampling vorlobllity, employing the independent OBE 
business population estimates, gavo a comparable total of $2.2 billion. In view ot the various 
upward adjustments to tho BOASI universe requh-ed to bring it to tho OBE base, the round 
number of $2 billion has been used in th text. 

In obtaining tho unbiased estimate, tho returns in eneh ot tho two employee-size strata were 
grouped by legal status, and in each group were separated into three classes: firms replying 
Initially, firms replying in the follow-up, and firms out of business. The total Investment 
reported in each class was multiplied by Its appropriate weight to obtain tho total for tho 
unlverso sampled. Average Investment for the flrms with no employees was estlmotod by 
extrapolation on tho basis of tho sample returns from flrms ^vith one and two employees. 

Since it was not feasible to obtain complete response oven on tho fleld follow-up, the possi
bility of bl.as due to nonresponso has not been completely olimhiatod. This limltotlouTs not 
believed to be serious. 


